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plan may permit the annuity starting
date to be before the date that any af-
firmative distribution election is made
by the participant and before the date
that the distribution is permitted to
commence under paragraph (b)(3)(ii)(D)
of this section.

(D) Distribution in accordance with
the affirmative election does not com-
mence before the expiration of the 7-
day period that begins the day after
the explanation of the QJSA 1is pro-
vided to the participant.

(iii) The following example illus-
trates the provisions of this paragraph
(0)(3):

Example. Employee E, a married partici-
pant in a defined benefit plan who has termi-
nated employment, is provided with the ex-
planation of the QJSA on November 28.

Employee E elects (with spousal consent)
on December 2 to waive the QJSA and re-
ceive an immediate distribution in the form
of a single life annuity. The plan may permit
Employee E to receive payments with an an-
nuity starting date of December 1, provided
that the first payment is made no earlier
than December 6 and the participant does
not revoke the election before that date. The
plan can make the remaining monthly pay-
ments on the first day of each month there-
after in accordance with its regular payment
schedule.

(iv) The additional rules of this para-
graph (b)(3) concerning the notice and
consent requirements of section 417
apply to distributions on or after Sep-
tember 22, 1995. For distributions be-
fore September 22, 1995, the additional
rules concerning the notice and con-
sent requirements of section 417 in
§1.417(e)-1(b)(3) in effect prior to Sep-
tember 22, 1995 (see §1.417(e)-1 (b)(3) in
26 CFR Part 1 revised as of April 1,
1995) apply.

(4) Delegation to Commissioner. The
Commissioner, in revenue rulings, no-
tices, and other guidance published in
the Internal Revenue Bulletin, may
modify, or provide additional guidance
with respect to, the notice and consent
requirements of this section. See
§601.601(d)(2)(ii)(b) of this chapter.

(c) Permitted distributions. A plan may
not require that a participant or sur-
viving spouse begin to receive benefits
without satisfying paragraph (b) of this
section while such benefits are imme-
diately distributable, (see paragraph
(b)(1) of this section). Once benefits are
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no longer immediately distributable,
all benefits that the plan requires to
begin must be provided in the form of
a QJSA and QPSA unless the applica-
ble written explanation, election and
consent requirements of section 417 are
satisfied.

(d) Present value requirement—(1) Gen-
eral rule. A defined benefit plan must
provide that the present value of any
accrued benefit and the amount (sub-
ject to sections 411(c)(3) and 415) of any
distribution, including a single sum,
must not be less than the amount cal-
culated using the applicable interest
rate described in paragraph (d)(3) of
this section (determined for the month
described in paragraph (d)(4) of this
section) and the applicable mortality
table described in paragraph (d)(2) of
this section. The present value of any
optional form of benefit cannot be less
than the present value of the normal
retirement benefit determined in ac-
cordance with the preceding sentence.
The same rules used for the plan under
this paragraph (d) must also be used to
compute the present value of the ben-
efit for purposes of determining wheth-
er consent for a distribution is required
under paragraph (b) of this section.

(2) Applicable mortality table. The ap-
plicable mortality table is the mor-
tality table based on the prevailing
commissioners’ standard table (de-
scribed in section 807(d)(5)(A)) used to
determine reserves for group annuity
contracts issued on the date as of
which present value is being deter-
mined (without regard to any other
subparagraph of section 807(d)(5)), that
is prescribed by the Commissioner in
revenue rulings, notices, or other guid-
ance published in the Internal Revenue
Bulletin (see §601.601(d)(2)(ii)(b) of this
chapter). The Commissioner may pre-
scribe rules that apply in the case of a
change to the prevailing commis-
sioners’ standard table (described in
section 807(d)(5)(A)) used to determine
reserves for group annuity contracts,
in revenue rulings, notices, or other
guidance published in the Internal Rev-
enue Bulletin (see §601.601(d)(2)(ii)(b) of
this chapter).

(3) Applicable interest rate—(i) General
rule. The applicable interest rate for a
month is the annual interest rate on
30-year Treasury securities as specified
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by the Commissioner for that month in
revenue rulings, notices or other guid-
ance published in the Internal Revenue
Bulletin (see §601.601(d)(2)(ii)(b) of this
chapter).

(ii) Example. This example illustrates
the rules of this paragraph (d)(3):

Example. Plan A is a calendar year plan.
For its 1995 plan year, Plan A provides that
the applicable mortality table is the table
described in Rev. Rul. 956 (1995-1 C.B. 80),
and that the applicable interest rate is the
annual interest rate on 30-year Treasury se-
curities as specified by the Commissioner for
the first full calendar month preceding the
calendar month that contains the annuity
starting date. Participant P is age 65 in Jan-
uary 1995, which is the month that contains
P’s annuity starting date. P has an accrued
benefit payable monthly of $1,000 and has
elected to receive a distribution in the form
of a single sum in January 1995. The annual
interest rate on 30-year Treasury securities
as published by the Commissioner for De-
cember 1994 is 7.87 percent. To satisfy the re-
quirements of section 417(e)(3) and this para-
graph (d), the single sum received by P may
not be less than $111,351.

(4) Time for determining interest rate—
(i) General rule. Except as provided in
paragraph (d)(4)(iv) or (v) of this sec-
tion, the applicable interest rate to be
used for a distribution is the rate de-
termined under paragraph (d)(3) of this
section for the applicable lookback
month. The applicable lookback month
for a distribution is the lookback
month (as described in paragraph
(d)(4)(iii) of this section) for the month
(or other longer stability period de-
scribed in paragraph (d)(4)(ii) of this
section) that contains the annuity
starting date for the distribution. The
time and method for determining the
applicable interest rate for each par-
ticipant’s distribution must be deter-
mined in a consistent manner that is
applied uniformly to all participants in
the plan.

(ii) Stability period. A plan must speci-
fy the period for which the applicable
interest rate remains constant. This
stability period may be one calendar
month, one plan quarter, one calendar
quarter, one plan year, or one calendar
year.

(iii) Lookback month. A plan must
specify the lookback month that is
used to determine the applicable inter-
est rate. The lookback month may be
the first, second, third, fourth, or fifth
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full calendar month preceding the first
day of the stability period.

(iv) Permitted average interest rate. A
plan may apply the rules of paragraph
(d)(4)(i) of this section by substituting
a permitted average interest rate with
respect to the plan’s stability period
for the rate determined under para-
graph (d)(3) of this section for the ap-
plicable lookback month for the sta-
bility period. For this purpose, a per-
mitted average interest rate with re-
spect to a stability period is an inter-
est rate that is computed by averaging
the applicable interest rates deter-
mined under paragraph (d)(3) of this
section for two or more consecutive
months from among the first, second,
third, fourth, and fifth calendar
months preceding the first day of the
stability period. For this paragraph
(d)(@)(iv) to apply, a plan must specify
the manner in which the permitted av-
erage interest rate is computed.

(v) Additional determination dates. The
Commissioner may prescribe, in rev-
enue rulings, notices or other guidance
published in the Internal Revenue Bul-
letin (see §601.601(d)(2)(ii)(b)), other
times that a plan may provide for de-
termining the applicable interest rate.

(vi) Example. This example illustrates
the rules of this paragraph (d)(4):

Example. Employer X maintains Plan A, a
calendar year plan. Employer X wishes to
amend Plan A so that the applicable interest
rate will remain fixed for each plan quarter,
and so that the applicable interest rate for
distributions made during each plan quarter
can be determined approximately 80 days be-
fore the beginning of the plan quarter. To
comply with the provisions of this paragraph
(d)(4), Plan A is amended to provide that the
applicable interest rate is the annual inter-
est rate on 30-year Treasury securities as
specified by the Commissioner for the fourth
calendar month preceding the first day of
the plan quarter during which the annuity
starting date occurs.

(5) Use of alternative interest rate and
mortality table. If a plan provides for use
of an interest rate or mortality table
other than the applicable interest rate
or the applicable mortality table, the
plan must provide that a participant’s
benefit must be at least as great as the
benefit produced by using the applica-
ble interest rate and the applicable
mortality table. For example, if a plan
provides for use of an interest rate of
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7% and the UP-1984 Mortality Table
(see §1.401(a)(4)-12, Standard mortality
table) in calculating single-sum dis-
tributions, the plan must provide that
any single-sum distribution is cal-
culated as the greater of the single-
sum benefit calculated using 7% and
the UP-1984 Mortality Table and the
single-sum benefit calculated using the
applicable interest rate and the appli-
cable mortality table.

(6) Exceptions. This paragraph (d)
(other than the provisions relating to
section 411(d)(6) requirements in para-
graph (d)(10) of this section) does not
apply to the amount of a distribution
paid in the form of an annual benefit
that—

(i) Does not decrease during the life
of the participant, or, in the case of a
QPSA, the life of the participant’s
spouse; or

(ii) Decreases during the life of the
participant merely because of—

(A) The death of the survivor annu-
itant (but only if the reduction is to a
level not below 50% of the annual ben-
efit payable before the death of the sur-
vivor annuitant); or

(B) The cessation or reduction of So-
cial Security supplements or qualified
disability benefits (as defined in sec-
tion 411(a)(9)).

(7 Defined contribution plans. Because
the accrued benefit under a defined
contribution plan equals the account
balance, a defined contribution plan is
not subject to the requirements of this
paragraph (d), even though it is subject
to section 401(a)(11).

(8) Effective date—(i) In general. This
paragraph (d) is effective for distribu-
tions with annuity starting dates in
plan years beginning after December
31, 1994.

(i1) Optional delayed effective date of
Retirement Protection Act of 1994 (RPA
'94)(108 Stat. 5012) rules for plans adopted
and in effect before December 8, 1994. For
a plan adopted and in effect before De-
cember 8, 1994, the application of the
rules relating to the applicable mor-
tality table and applicable interest
rate under paragraphs (d)(2) through (4)
of this section is delayed to the extent
provided in this paragraph (d)(8)(ii), if
the plan provisions in effect on Decem-
ber 7, 1994, met the requirements of
section 417(e)(3) and §1.417(e)-1(d) as in
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effect on December 7, 1994 (as contained
in 26 CFR part 1 revised April 1, 1995).
In the case of a distribution from such
a plan with an annuity starting date
that precedes the optional delayed ef-
fective date described in paragraph
(d)(8)(iv) of this section, and that pre-
cedes the first day of the first plan
yvear beginning after December 31, 1999,
the rules of paragraph (d)(9) of this sec-
tion (which generally apply to distribu-
tions with annuity starting dates in
plan years beginning before January 1,
1995) apply in lieu of the rules of para-
graphs (d)(2) through (4) of this section.
The interest rate under the rules of
paragraph (d)(9) of this section is deter-
mined under the provisions of the plan
as in effect on December 7, 1994, reflect-
ing the interest rate or rates published
by the Pension Benefit Guaranty Cor-
poration (PBGC) and the provisions of
the plan for determining the date on
which the interest rate is fixed. The
above described interest rate or rates
published by the PBGC are those deter-
mined by the PBGC (for the date deter-
mined under those plan provisions)
pursuant to the methodology under the
regulations of the PBGC for deter-
mining the present value of a lump
sum distribution on plan termination
under 29 CFR part 2619 that were in ef-
fect on September 1, 1993 (as contained
in 29 CFR part 2619 revised July 1, 1994).

(iii) Optional accelerated effective date
of RPA ’94 rules. This paragraph (d) is
also effective for a distribution with an
annuity starting date after December
7, 1994, during a plan year beginning be-
fore January 1, 1995, if the employer
elects, on or before the annuity start-
ing date, to make the rules of this
paragraph (d) effective with respect to
the plan as of the optional accelerated
effective date described in paragraph
(d)(8)(iv) of this section. An employer
is treated as making this election by
making the plan amendments de-
scribed in paragraph (d)(8)(iv) of this
section.

(iv) Determination of delayed or accel-
erated effective date by plan amendment
adopting RPA °94 rules. The optional de-
layed effective date of paragraph
(d)(8)(ii) of this section, or the optional
accelerated effective date of paragraph
(d)(8)(iii) of this section, whichever is
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applicable, is the date plan amend-
ments applying both the applicable
mortality table of paragraph (d)(2) of
this section and the applicable interest
rate of paragraph (d)(3) of this section
are adopted or, if later, are made effec-
tive.

(9) Plan years beginning before January
1, 1995—@i) Interest rate. (A) For dis-
tributions made in plan years begin-
ning after December 31, 1986, and before
January 1, 1995, the following interest
rate described in paragraph
(A(QE)A)T) or (2) of this section,
whichever applies, is substituted for
the applicable interest rate for pur-
poses of this section—

(I) The rate or rates that would be
used by the PBGC for a trusteed single-
employer plan to value the partici-
pant’s (or beneficiary’s) vested benefit
(PBGC interest rate) if the present
value of such benefit does not exceed
$25,000; or

(2) 120 percent of the PBGC interest
rate, as determined in accordance with
paragraph (d)(9)(1)(A)(I) of this section,
if such present value exceeds $25,000. In
no event shall the present value deter-
mined by use of 120 percent of the
PBGC interest rate result in a present
value less than $25,000.

(B) The PBGC interest rate may be a
series of interest rates for any given
date. For example, the PBGC interest
rate for immediate annuities for No-
vember 1994 is 6%, and the PBGC inter-
est rates for the deferral period for
that month are as follows: 5.25% for the
first 7 years of the deferral period, 4%
for the following 8 years of the deferral
period, and 4% for the remainder of the
deferral period. For November 1994, 120
percent of the PBGC interest rate is
7.2% (1.2 times 6%) for an immediate
annuity, 6.3% (1.2 times 5.25%) for the
first 7 years of the deferral period, 4.8%
(1.2 times 4%) for the following 8 years
of the deferral period, and 4.8% (1.2
times 4%) for the remainder of the de-
ferral period. The PBGC interest rates
are the interest rates that would be
used (as of the date of the distribution)
by the PBGC for purposes of deter-
mining the present value of that ben-
efit upon termination of an insufficient
trusteed single employer plan. Except
as otherwise provided by the Commis-
sioner, the PBGC interest rates are de-
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termined by PBGC regulations. See
subpart B of 29 CFR part 4044 for the
applicable PBGC rates.

(i1) Time for determining interest rate.
(A) Except as provided in paragraph
(d)(9)({i1)(B) of this section, the PBGC
interest rate or rates are determined
on either the annuity starting date or
the first day of the plan year that con-
tains the annuity starting date. The
plan must provide which date is appli-
cable.

(B) The plan may provide for the use
of any other time for determining the
PBGC interest rate or rates provided
that such time is not more than 120
days before the annuity starting date if
such time is determined in a consistent
manner and is applied uniformly to all
participants.

(C) The Commissioner may, in rev-
enue rulings, notices or other guidance
published in the Internal Revenue Bul-
letin (see §601.601(d)(2)(ii)(b), prescribe
other times for determining the PBGC
interest rate or rates.

(iii) No applicable mortality table. In
the case of a distribution to which this
paragraph (d)(9) applies, the rules of
this paragraph (d) are applied without
regard to the applicable mortality
table described in paragraph (d)(2) of
this section.

(10) Relationship with section
411(d)(6)—@i) In general. A plan amend-
ment that changes the interest rate,
the time for determining the interest
rate, or the mortality assumptions
used for the purposes described in para-
graph (d)(1) of this section is subject to
section 411(d)(6). But see §1.411(d)-4,
Q&A-2(b)(2)(v) (regarding plan amend-
ments relating to involuntary distribu-
tions). In addition, a plan amendment
that changes the interest rate or the
mortality assumptions used for the
purposes described in paragraph (d)(1)
of this section merely to eliminate use
of the interest rate described in para-
graph (d)(3) or paragraph (d)(9) of this
section, or the applicable mortality
table, with respect to a distribution
form described in paragraph (d)(6) of
this section, for distributions with an-
nuity starting dates occurring after a
specified date that is after the amend-
ment is adopted, does not violate the
requirements of section 411(d)(6) if the
amendment is adopted on or before the
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last day of the last plan year ending
before January 1, 2000.

(ii) Section 411(d)(6) relief for change in
time for determining interest rate. Not-
withstanding the general rule of para-
graph (d)(10)(i) of this section, if a plan
amendment changes the time for deter-
mining the applicable interest rate (in-
cluding an indirect change as a result
of a change in plan year), the amend-
ment will not be treated as reducing
accrued benefits in violation of section
411(d)(6) merely on account of this
change if the conditions of this para-
graph (d)(10)(ii) are satisfied. If the
plan amendment is effective on or after
the adoption date, any distribution for
which the annuity starting date occurs
in the one-year period commencing at
the time the amendment is effective
must be determined using the interest
rate provided under the plan deter-
mined at either the date for deter-
mining the interest rate before the
amendment or the date for determining
the interest rate after the amendment,
whichever results in the larger dis-
tribution. If the plan amendment is
adopted retroactively (that is, the
amendment is effective prior to the
adoption date), the plan must use the
interest rate determination date re-
sulting in the larger distribution for
the period beginning with the effective
date and ending one year after the
adoption date.

(iii) Section 411(d)(6) relief for plan
amendments pursuant to changes to sec-
tion 417 made by RPA 94 providing for
statutory interest rate determination date.
Notwithstanding the general rule of
paragraph (d)(10)(i) of this section, ex-
cept as provided in paragraph
(d)(10)(vi)(B) of this section, a partici-
pant’s accrued benefit is not considered
to be reduced in violation of section
411(d)(6) merely because of a plan
amendment that changes any interest
rate or mortality assumption used to
calculate the present value of a partici-
pant’s benefit under the plan, if the fol-
lowing conditions are satisfied—

(A) The amendment replaces the
PBGC interest rate (or an interest rate
or rates based on the PBGC interest
rate) as the interest rate used under
the plan in determining the present
value of a participant’s benefit under
this paragraph (d); and
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(B) After the amendment is effective,
the present value of a participant’s
benefit under the plan cannot be less
than the amount calculated using the
applicable mortality table and the ap-
plicable interest rate for the first full
calendar month preceding the calendar
month that contains the annuity start-
ing date.

(iv) Section 411(d)(6) relief for plan
amendments pursuant to changes to sec-
tion 417 made by RPA 94 providing for
prior determination date or up to two
months earlier. Notwithstanding the
general rule of paragraph (d)(10)(i) of
this section, except as provided in
paragraph (d)(10)(vi)(B) of this section,
a participant’s accrued benefit is not
considered to be reduced in violation of
section 411(d)(6) merely because of a
plan amendment that changes any in-
terest rate or mortality assumption
used to calculate the present value of a
participant’s benefit under the plan, if
the following conditions are satisfied—

(A) The amendment replaces the
PBGC interest rate (or an interest rate
or rates based on the PBGC interest
rate) as the interest rate used under
the plan in determining the present
value of a participant’s benefit under
this paragraph (d); and

(B) After the amendment is effective,
the present value of a participant’s
benefit under the plan cannot be less
than the amount calculated using the
applicable mortality table and the ap-
plicable interest rate, but only if the
applicable interest rate is the annual
interest rate on 30-year Treasury secu-
rities for the calendar month that con-
tains the date as of which the PBGC in-
terest rate (or an interest rate or rates
based on the PBGC interest rate) was
determined immediately before the
amendment, or for one of the two cal-
endar months immediately preceding
such month.

(v) Section 411(d)(6) relief for plan
amendments pursuant to changes to sec-
tion 417 made by RPA ’94 providing for
other interest rate determination date.
Notwithstanding the general rule of
paragraph (d)(10)(i) of this section, ex-
cept as provided in paragraph
(d)(10)(vi)(B) of this section, a partici-
pant’s accrued benefit is not considered
to be reduced in violation of section
411(d)(6) merely because of a plan
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amendment that changes any interest
rate or mortality assumption used to
calculate the present value of a partici-
pant’s benefit under the plan, if the fol-
lowing conditions are satisfied—

(A) The amendment replaces the
PBGC interest rate (or an interest rate
or rates based on the PBGC interest
rate) as the interest rate used under
the plan in determining the present
value of a participant’s benefit under
this paragraph (d);

(B) After the amendment is effective,
the present value of a participant’s
benefit under the plan cannot be less
than the amount calculated using the
applicable mortality table and the ap-
plicable interest rate; and

(C) The plan amendment satisfies ei-
ther the condition of paragraph
(d)(10)(ii) of this section (determined
using the interest rate provided under
the terms of the plan after the effec-
tive date of the amendment) or the spe-
cial early transition interest rate rule
of paragraph (d)(10)(vi)(C) of this sec-
tion.

(vi) Special rules—(A) Provision of tem-
porary additional benefits. A plan
amendment described in paragraph
(d)(10)(iii), (iv), or (v) of this section is
not considered to reduce a partici-
pant’s accrued benefit in violation of
section 411(d)(6) even if the plan
amendment provides for temporary ad-
ditional benefits to accommodate a
more gradual transition from the
plan’s old interest rate to the new
rules.

(B) Replacement of non-PBGC interest
rate. The section 411(d)(6) relief pro-
vided in paragraphs (d)(10)(iii) through
(v) of this section does not apply to a
plan amendment that replaces an in-
terest rate other than the PBGC inter-
est rate (or an interest rate or rates
based on the PBGC interest rate) as an
interest rate used under the plan in de-
termining the present value of a par-
ticipant’s benefit under this paragraph
(d). Thus, the accrued benefit deter-
mined using that interest rate and the
associated mortality table is protected
under section 411(d)(6). For purposes of
this paragraph (d), an interest rate is
based on the PBGC interest rate if the
interest rate is defined as a specified
percentage of the PBGC interest rate,
the PBGC interest rate minus a speci-
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fied number of basis points, or an aver-
age of such interest rates over a speci-
fied period.

(C) Special early transition interest rate
rule for paragraph (d)(10)(v). A plan
amendment satisfies the special rule of
this paragraph (d)(10)(vi)(C) if any dis-
tribution for which the annuity start-
ing date occurs in the one-year period
commencing at the time the plan
amendment is effective is determined
using whichever of the following two
interest rates results in the larger dis-
tribution—

(I) The interest rate as provided
under the terms of the plan after the
effective date of the amendment, but
determined at a date that is either one
month or two months (as specified in
the plan) before the date for deter-
mining the interest rate used under the
terms of the plan before the amend-
ment; or

(2) The interest rate as provided
under the terms of the plan after the
effective date of the amendment, deter-
mined at the date for determining the
interest rate after the amendment.

(vii) Examples. The provisions of this
paragraph (d)(10) are illustrated by the
following examples:

Example 1. On December 31, 1994, Plan A
provided that all single-sum distributions
were to be calculated using the UP-1984 Mor-
tality Table and 100% of the PBGC interest
rate for the date of distribution. On January
4, 1995, and effective on February 1, 1995,
Plan A was amended to provide that all sin-
gle-sum distributions are calculated using
the applicable mortality table and the an-
nual interest rate on 30-year Treasury secu-
rities for the first full calendar month pre-
ceding the calendar month that contains the
annuity starting date. Pursuant to para-
graph (d)(10)(iii) of this section, this amend-
ment of Plan A is not considered to reduce
the accrued benefit of any participant in vio-
lation of section 411(d)(6).

Example 2. On December 31, 1994, Plan B
provided that all single-sum distributions
were to be calculated using the UP-1984 Mor-
tality Table and an interest rate equal to the
lesser of 100% of the PBGC interest rate for
the date of distribution, or 6%. On January 4,
1995, and effective on February 1, 1995, Plan
B was amended to provide that all single-
sum distributions are calculated using the
applicable mortality table and the annual in-
terest rate on 30-year Treasury securities for
the second full calendar month preceding the
calendar month that contains the annuity
starting date. Pursuant to paragraph
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(d)(10)(iv) of this section, this amendment of
Plan B is not considered to reduce the ac-
crued benefit of any participant in violation
of section 411(d)(6) merely because of the re-
placement of the PBGC interest rate. How-
ever, under paragraph (d)(10)(vi)(B) of this
section, the section 411(d)(6) relief provided
in paragraphs (d)(10)(iii) through (v) of this
section does not apply to a plan amendment
that replaces an interest rate other than the
PBGC interest rate (or a rate based on the
PBGC interest rate). Therefore, pursuant to
paragraph (d)(10)(vi)(B) of this section, to
satisfy the requirements of section 411(d)(6),
the plan must provide that the single-sum
distribution payable to any participant must
be no less than the single-sum distribution
calculated using the UP-1984 Mortality Table
and an interest rate of 6%, based on the par-
ticipant’s benefits under the plan accrued
through January 31, 1995, and based on the
participant’s age at the annuity starting
date.

Example 3. On December 31, 1994, Plan C, a
calendar year plan, provided that all single
sum distributions were to be calculated
using the UP-1984 Mortality Table and an in-
terest rate equal to the PBGC interest rate
for January 1 of the plan year. On March 1,
1995, and effective on July 1, 1995, Plan C was
amended to provide that all single-sum dis-
tributions are calculated using the applica-
ble mortality table and the annual interest
rate on 30-year Treasury securities for Au-
gust of the year before the plan year that
contains the annuity starting date. The plan
amendment provides that each distribution
with an annuity starting date after June 30,
1995, and before July 1, 1996, is calculated
using the 30-year Treasury rate for August of
the year before the plan year that contains
the annuity starting date, or the 30-year
Treasury rate for January of the plan year
that contains the annuity starting date,
whichever produces the larger benefit. Pur-
suant to paragraph (d)(10)(v) of this section,
the amendment of Plan C is not considered
to have reduced the accrued benefit of any
participant in violation of section 411(d)(6).

Example 4. (a) Employer X maintains Plan
D, a calendar year plan. As of December 7,
1994, Plan D provided for single-sum distribu-
tions to be calculated using the PBGC inter-
est rate as of the annuity starting date for
distributions not greater than $25,000, and
120% of that interest rate (but not an inter-
est rate producing a present value less than
$25,000) for distributions over $25,000. Em-
ployer X wishes to delay the effective date of
the RPA ’%4 rules for a year, and to provide
for an extended transition from the use of
the PBGC interest rate to the new applicable
interest rate under section 417(e)(3). On De-
cember 1, 1995, and effective on January 1,
1996, Employer X amends Plan D to provide
that single-sum distributions are determined
as the sum of—
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(i) The single-sum distribution calculated
based on the applicable mortality table and
the annual interest rate on 30-year Treasury
securities for the first full calendar month
preceding the calendar month that contains
the annuity starting date; and

(ii) A transition amount.

(b) The amendment provides that the tran-
sition amount for distributions in the years
1996-99 is a transition percentage of the ex-
cess, if any, of the amount that the single-
sum distribution would have been under the
plan provisions in effect prior to this amend-
ment over the amount of the single sum de-
scribed in paragraph (a)(i) of this Example 4.
The transition percentages are 80% for 1996,
decreasing to 60% for 1997, 40% for 1998 and
20% for 1999. The amendment also provides
that the transition amount is zero for plan
years beginning on or after the year 2000.
Pursuant to paragraphs (d)(10)(iii) and
(vi)(A) of this section, the amendment of
Plan D is not considered to have reduced the
accrued benefit of any participant in viola-
tion of section 411(d)(6).

Example 5. On December 31, 1994, Plan E, a
calendar year plan, provided that all single-
sum distributions were to be calculated
using the UP-1984 Mortality Table and an in-
terest rate equal to the PBGC interest rate
for January 1 of the plan year. On March 1,
1995, and effective on July 1, 1995, Plan E was
amended to provide that all single-sum dis-
tributions are calculated using the applica-
ble mortality table and the annual interest
rate on 30-year Treasury securities for Au-
gust of the year before the plan year that
contains the annuity starting date. The plan
amendment provides that each distribution
with an annuity starting date after June 30,
1995, and before July 1, 1996, is calculated
using the 30-year Treasury rate for August of
the year before the plan year that contains
the annuity starting date, or the 30-year
Treasury rate for November of the plan year
preceding the plan year that contains the an-
nuity starting date, whichever produces the
larger Dbenefit. Pursuant to paragraphs
(A)(10)(v) and (vi)(C) of this section, the
amendment of Plan E is not considered to
have reduced the accrued benefit of any par-
ticipant in violation of section 411(d)(6).

(e) Special rules for annuity contracts—
(1) General rule. Any annuity contract
purchased by a plan subject to section
401(a)(11) and distributed to or owned
by a participant must provide that ben-
efits under the contract are provided in
accordance with the applicable con-
sent, present value, and other require-
ments of sections 401(a)(11) and 417 ap-
plicable to the plan.

(2) [Reserved]

(f) Effective dates—(1) Annuity con-
tracts. (i) Paragraph (e) of this section
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does not apply to contracts distributed
to or owned by a participant prior to
September 17, 1985, unless additional
contributions are made under the plan
by the employer with respect to such
contracts.

(ii) In the case of a contract owned
by the employer or distributed to or
owned by a participant prior to the
first plan year beginning after Decem-
ber 31, 1988, paragraph (e) of this sec-
tion shall be satisfied if the annuity
contracts described therein satisfy the
requirements in §§1.401(a)-11T and
1.417(e)-1T. The preceding sentence
shall not apply if additional contribu-
tions are made under the plan by the
employer with respect to such con-
tracts on or after the beginning of the
first plan year beginning after Decem-
ber 31, 1988.

(2) Interest rates. (i) A plan that uses
the PBGC immediate interest rate as
required by §1.417(e)-1T(e) for distribu-
tions commencing in plan years begin-
ning before January 1, 1987, shall be
deemed to satisfy paragraph (d) of this
section for such years.

(ii) For a special exception to the re-
quirements of section 411(d)(6) for cer-
tain plan amendments that incorporate
applicable interest rates, see section
1139(d)(2) of the Tax Reform Act of 1986.

(3) Other effective dates and transi-
tional rules. (i) Except as otherwise pro-
vided, a plan will be treated as satis-
fying sections 401(a)(11) and 417 for plan
years beginning before the first plan
year that the requirements of section
410(b) as amended by TRA 86 apply to
such plan, if the plan satisfied the re-
quirements in  §§1.401(a)-11T and
1.417(e)-1T.

(ii) See §1.401(a)-20 for other effective
dates and transitional rules that apply
to plans subject to sections 401(a)(11)
and 417.

[T.D. 8219, 53 FR 31854, Aug. 22, 1988; 53 FR
48534, Dec. 1, 1988, as amended by T.D. 8591, 60
FR 17219, Apr. 5, 1995; T.D. 8620, 60 FR 49221,
Sept. 22, 1995; T.D. 8768, 63 FR 16898, Apr. 7,
1998; T.D. 8796, 63 FR 70011, Dec. 18, 1998; T.D.
8794, 63 FR 70338, Dec. 21, 1998; T.D. 8891, 65
FR 44681, 44682, July 19, 2000]

§1.417(e)-1T Restrictions and valu-
ations of distributions from plans
subject to sections 401(a)(11) and
417. (Temporary)

(a) [Reserved]

§1.419-1T

(b) Consent, etc. requirements—(1) Gen-
eral rule. [Reserved]

(2) Consent. [Reserved]

(c) [Reserved]

(d) For rules regarding the present
value of a participant’s accrued benefit
and related matters, see §1.417(e)-1(d).

[T.D. 8591, 60 FR 17219, Apr. 5, 1995, as amend-
ed by T.D. 8620, 60 FR 49221, Sept. 22, 1995;
T.D. 8768, 63 FR 16902, Apr. 7, 1998; T.D. 8796,
63 FR 70012, Dec. 18, 1998]

§1.419-1T Treatment of welfare ben-
efit funds. (Temporary)

Q-1: What does section 419 of the In-
ternal Revenue Code provide?

A-1: Section 419 prescribes limita-
tions upon deductions for contributions
paid or accrued with respect to a wel-
fare benefit fund. Under section 419 (a)
and (b), an employer’s contributions to
a welfare benefit fund are not deduct-
ible under section 162 (relating to trade
or business expenses) or section 212 (re-
lating to expenses for production of in-
come) but, if the requirements of sec-
tion 162 or 212 are otherwise met, are
deductible under section 419 for the
taxable year of the employer in which
paid to the extent of the welfare ben-
efit fund’s qualified cost (within the
meaning of section 419(c)(1)) for the
taxable year of the fund that relates to
such taxable year of the employer.
Under section 419(g), section 419 and
this section shall also apply to the de-
duction by a taxpayer of contributions
with respect to a fund that would be a
welfare benefit fund but for the fact
that there is no employer-employee re-
lationship between the person pro-
viding the services and the person for
whom the services are provided. Con-
tributions paid to a welfare benefit
fund after section 419 becomes effective
with respect to such contributions are
deemed to relate, first, to amounts ac-
crued and deducted (but not paid) by
the employer with respect to such fund
before section 419 becomes effective
with respect to such contributions and
thus shall not be treated as satisfying
the payment requirement of section
419. See paragraph (b) of Q&A-5 for spe-
cial deduction limits applicable to em-
ployer contributions to welfare benefit
funds with excess reserves.
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Q-2: When do the deduction rules of
section 419, as enacted by the Tax Re-
form Act of 1984, become effective?

A-2: (a) Section 419 generally applies
to contributions paid or accrued with
respect to a welfare benefit fund after
December 31, 1985, in taxable years of
employers ending after that date. See
Q&A-9 of this regulation for special
rules relating to the deduction limit
for the first taxable year of a fiscal
year employer ending after December
31, 1985.

(b) In the case of a welfare benefit
fund which is part of a plan maintained
pursuant to one or more collective bar-
gaining agreements (1) between em-
ployee representatives and one or more
employers, and (2) that are in effect on
July 1, 1985 (or ratified on or before
such date), sections 419 shall not apply
to contributions paid or accrued in tax-
able years beginning before the termi-
nation of the last of the collective bar-
gaining agreements pursuant to which
the plan is maintained (determined
without regard to any extension there-
of agreed to after July 1, 1985). For pur-
poses of the preceding sentence, any
plan amendment made pursuant to a
collective bargaining agreement relat-
ing to the plan which amends the plan
solely to conform to any requirement
added under section 511 of the Tax Re-
form Act of 1984 (i.e., requirements
under sections 419, 419A, 512(a)(3)(E),
and 4976) shall not be treated as a ter-
mination of such collective bargaining
agreement. See §1.419A-2T for special
rules relating to the application of sec-
tion 419 to collectively bargained wel-
fare benefit funds.

(c) Notwithstanding paragraphs (a)
and (b), section 419 applies to any con-
tribution of a facility to a welfare ben-
efit fund (or other contribution, such
as cash, which is used to acquire, con-
struct, or improve such a facility) after
June 22, 1984, unless such facility is
placed in service by the fund before
January 1, 1987, and either (1) is ac-
quired or improved by the fund (or con-
tributed to the fund) pursuant to a
binding contract in effect on June 22,
1984, and at all times thereafter, or (2)
the construction of which was begun by
or for the welfare benefit fund before
June 22, 1984. See Q&A-11 of this regu-
lation for special rules relating to the
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application of section 419 to the con-
tribution of a facility to a welfare ben-
efit fund (and to the contribution of
other amounts, such as cash, used to
acquire, construct, or improve such a
facility) before section 419 generally
becomes effective with respect to con-
tributions to the fund.

Q-3. What is a ‘‘welfare benefit fund”
under section 419?

A-3. (a) A ‘“‘welfare benefit fund” is
any fund which is part of a plan, or
method or arrangement, of an em-
ployer and through which the employer
provides welfare benefits to employees
or their beneficiaries. For purposes of
this section, the term ‘‘welfare ben-
efit” includes any benefit other than a
benefit with respect to which the em-
ployer’s deduction is governed by sec-
tion 83(h), section 404 (determined
without regard to section 404(b)(2)),
section 404A, or section 463.

(b) Under section 419(e)(3) (A) and (B),
the term ‘“‘fund” includes any organiza-
tion described in section 501(c) (7), (9),
7)) or (20), and any trust, corporation,
or other organization not exempt from
tax imposed by chapter 1, subtitle A, of
the Internal Revenue Code. Thus, a
taxable trust or taxable corporation
that is maintained for the purpose of
providing welfare benefits to an em-
ployer’s employees is a ‘‘welfare ben-
efit fund.”

(c) Section 419(e)(3)(C) also provides
that the term ‘‘fund’” includes, to the
extent provided in regulations, any ac-
count held for an employer by any per-
son. Pending the issuance of further
guidance, only the following accounts,
and arrangements that effectively con-
stitute accounts, as described below,
are ‘“‘funds’ within section 419(e)(3)(C).

A retired lives reserve or a premium
stabilization reserve maintained by an
insurance company is a ‘‘fund,” or part
of a ‘“‘fund,” if it is maintained for a
particular employer and the employer
has the right to have any amount in
the reserve applied against its future
years’ benefit costs or insurance pre-
miums. Also, if an employer makes a
payment to an insurance company
under an ‘‘administrative services
only” arrangement with respect to
which the life insurance company
maintains a separate account to pro-
vide benefits, then the arrangement
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would be considered to be a ‘‘fund.” Fi-
nally, an insurance or premium ar-
rangement between an employer and
an insurance company is a ‘‘fund” if,
under the arrangement, the employer
has a right to a refund, credit, or addi-
tional benefits (including upon termi-
nation of the arrangement) based on
the benefit or claims experience, ad-
ministrative cost experience, or invest-
ment experience attributable to such
employer. However, an arrangement
with an insurance company is not a
“fund” under the previous sentence
merely because the employer’s pre-
mium for a renewal year reflects the
employer’s own experience for an ear-
lier year if the arrangement is both
cancellable by the insurance company
and cancellable by the employer as of
the end of any policy year and, upon
cancellation by either of the parties,
neither of the parties can receive a re-
fund or additional amounts or benefits
and neither of the parties can incur a
residual liability beyond the end of the
policy year (other than, in the case of
the insurer, to provide benefits with re-
spect to claims incurred before can-
cellation). The determination whether
either of the parties can receive a re-
fund or additional amounts or benefits
or can incur a residual liability upon
cancellation of an arrangement will be
made by examining both the contrac-
tual rights and obligations of the par-
ties under the arrangement and the ac-
tual practice of the insurance company
(and other insurance companies) with
respect to other employers upon can-
cellation of similar arrangements.
Similarly, a disability income policy
does not constitute a ‘“‘fund’ under the
preceding provisions merely because,
under the policy, an employer pays an
annual premium so that employees
who became disabled in such year may
receive benefit payments for the dura-
tion of the disability.

Q-4: For purposes of determining the
section 419 limit on the employer’s de-
duction for contributions to the fund
for a taxable year of the employer,
which taxable year of the welfare ben-
efit fund is related to the taxable year
of the employer?

A-4: The amount of an employer’s de-
duction for contributions to a welfare
benefit fund for a taxable year of the

§1.419-1T

employer is limited to the ‘‘qualified
cost” of the welfare benefit fund for
the taxable year of the fund that is re-
lated to such taxable year of the em-
ployer. The taxable year of the welfare
benefit fund that ends with or within
the taxable year of the employer is the
taxable year of the fund that is related
to the taxable year of the employer.
Thus, for example, if an employer has a
calendar taxable year and it makes
contributions to a fund having a tax-
able year ending June 30, the ‘‘qualified
cost” of the fund for the taxable year
of the fund ending on June 30, 1986, ap-
plies to limit the employer’s deduction
for contributions to the fund in the em-
ployer’s 1986 taxable year. In the case
of employer contributions paid directly
to an account or arrangement with an
insurance company that is treated as a
welfare benefit fund for the purposes of
section 419, the policy year will be
treated as the taxable year of the fund.
See Q&A-T7 of this regulation for spe-
cial section 419 rules relating to the co-
ordination of taxable years for the tax-
able year of the employer in which a
welfare benefit fund is established and
for the next following taxable year of
the employer.

Q-5: What is the ‘“‘qualified cost’ of a
welfare benefit fund for a taxable year
under section 419?

A-5: (a) Under section 419(c), the
“qualified cost’” of a welfare benefit
fund for a taxable year of the fund is
the sum of: (1) The ‘‘qualified direct
cost” of such fund for such taxable
year of the fund, and (2) the amount
that may be added to the qualified
asset account for such taxable year of
the fund to the extent that such addi-
tion does not result in a total amount
of such account as of the end of such
taxable year of the fund that exceeds
the applicable account limit under sec-
tion 419A(c). However, in calculating
the qualified cost of a welfare benefit
fund for a taxable year of the fund, this
sum is reduced by the fund’s ‘‘after-tax
income” (as defined in section 419(c)(4))
for such taxable year of the fund. Also,
the qualified cost of a welfare benefit
fund is reduced further under the provi-
sions of paragraph (b) of this Q&A.

(b)(1) Pursuant to section 419A®),
notwithstanding section 419 and §1.419-
1T, contributions to a welfare benefit
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fund during any taxable year of the
employer beginning after December 31,
1985, shall not be deductible for such
taxable year to the extent that such
contributions result in the total
amount in the fund as of the end of the
last taxable year of the fund ending
with or within such taxable year of the
employer exceeding the account limit
applicable to such taxable year of the
fund (as adjusted under section
419A(f)(7)). Solely for purposes of this
subparagraph, (i) contributions paid to
a welfare benefit fund during the tax-
able year of the employer but after the
end of the last taxable year of the fund
that relates to such taxable year of the
employer, and (ii) contributions ac-
crued with respect to a welfare benefit
fund during the taxable year of the em-
ployer or during any prior taxable year
of the employer (but not actually paid
to such fund on or before the end of a
taxable year of the employer) and de-
ducted by the employer for such or any
prior taxable year of the employer,
shall be treated as an amount in the
fund as of the end of the last taxable
year of the fund that relates to the tax-
able year of the employer. Contribu-
tions that are not deductible under this
subparagraph are in excess of the quali-
fied cost of the welfare benefit fund for
the taxable year of the fund that re-
lates to the taxable year of the em-
ployer and thus are treated as contrib-
uted to the fund on the first day of the
employer’s next taxable year.

(2) Paragraph (b)(1) of this section
shall not apply to contributions with
respect to a collectively bargained wel-
fare benefit fund within the meaning of
§1.419A-2T. In addition, paragraph
(b)(1) of this section shall not apply to
any taxable year of an employer begin-
ning after the end of the earlier of the
following taxable years: (i) the first
taxable year of the employer beginning
after December 31, 1985, for which the
employer’s deduction limit under sec-
tion 419 (after the application of para-
graph (b)(1) of this section) is at least
equal to the qualified direct cost of the
fund for the taxable year (or years) of
the fund that relates to such first tax-
able year of the employer, or (ii) the
first taxable year of the employer be-
ginning after December 31, 1985, with or
within which ends the first taxable
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year of the fund with respect to which
the total amount in the fund as of the
end of such taxable year of the fund
does not exceed the account limit for
such taxable year of the fund (as ad-
justed under section 419A(£)(7)).

(3) For example, assume an employer
with a taxable year ending June 30 and
a welfare benefit fund with a taxable
year ending January 31. During its tax-
able year ending June 30, 1987, and on
or before January 31, 1987, the em-
ployer contributes $250,000 to the fund,
and during the remaining portion of its
taxable year ending June 30, 1987, the
employer contributes $200,000. The
qualified direct cost of the fund for its
taxable year ending January 31, 1987, is
$500,000, the account limit applicable to
such taxable year (after the adjust-
ment under section 419A()(7)) is
$750,000, and the total amount in the
fund as of January 31, 1987, is $800,000.
Before the application of this para-
graph, the employer may deduct the
entire $450,000 contribution for its tax-
able year ending June 30, 1987. How-
ever, under this paragraph, the excess
of (i) the sum of the total amount in
the fund as of January 31, 1987
($800,000), and employer contributions
to the fund after January 31, 1987, and
on or before June 30, 1987 ($200,000),
over (ii) the account limit applicable to
the fund for its taxable year ending
January 31, 1987 ($750,000), is $250,000.
Thus, under this paragraph, only
$200,000 of the $450,000 contribution the
employer made during its taxable year
ending June 30, 1987, is deductible for
such taxable year. If the excess were
$450,000 or greater, no portion of the
$450,000 contribution would be deduct-
ible by the employer for its taxable
year ending June 30, 1987. Such non-
deductible contributions are in excess
of the fund’s qualified cost for the tax-
able year related to the employer’s tax-
able year and thus are deemed to be
contributed on the first day of the em-
ployer’s next taxable year.

(c) See Q&A-T7 of this regulation for
special rules relating to the calcula-
tion of the qualified cost of a welfare
benefit fund for an Initial Fund Year
and an Overlap Fund Year (as defined
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